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HELPING AGRICULTURAL PRODUCERS RE-
GROW RURAL AMERICA

WEDNESDAY, SEPTEMBER 29, 1999

HOUSE OF REPRESENTATIVES,
COMMITTEE ON SMALL BUSINESS,
Washington, DC.

The Committee met, pursuant to call, at 10:00 a.m., in Room
2360, Rayburn House Office Building, Hon. Jim Talent (chairman
of the committee) presiding.

Chairman TALENT. Good morning. I want to welcome the partici-
pants here today for the Small Business Hearing entitled, “Helping
Agricultural Producers Re-Grow Rural America”.

Your willingness to take the time to testify at this hearing about
the opportunities and needs of agricultural producers as they pur-
sue the development of value-added enterprises will provide us
with invaluable insight into what Congress needs to do to assist
these entrepreneurs.

Thomas Jefferson is of course, remembered for many things. In
particular, Jefferson believed that the love of land and business,
farming and commerce, was a part of America’s fiber. But on sev-
eral occasions Jefferson referred to the virtues of agriculture and
the first importance of it to our nation’s prosperity.

In his first inaugural in 1801 Jefferson wrote, “Encouragement
of agriculture and of commerce as its handmaid, I deem one of the
essential principles of our government and consequently, one of
those which ought to shape its administration.”

Although Jefferson’s America was one in which the majority of
the people were engaged in the production of food and fiber, I still
believe that his spirit of admiration for agriculture and his dedica-
ti(zin for the encouragement of agriculture, should remain true
today.

He could never have imagined what our agricultural system has
become. On average, each and every American farmer and rancher
feeds and clothes himself and 126 other people. We have the safest,
most abundant, and cheapest food system in the entire world. Our
agricultural producers truly deserve to be honored for their hard
work in providing our nation with the most affordable, most abun-
dant, and safest food supply in the world.

This plenty that American producers provide to our citizenry has
allowed our nation to prosper beyond any of the expectations of Jef-
ferson. However, record high disasters and record low commodity
prices are hurting America’s farmers and ranchers. I believe it is
one of the essential principles of our government to ensure that our
agricultural system remains viable.
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Plainly, we must help producers through these tough times.
While it is obvious that producers need near-term assistance, it is
important that we do not become short-sighted and loose vision of
the opportunities for the future.

The future depends on the expansion of export markets for our
farm products and the development of new and innovative pro-
ducer-owned marketing systems, which is what this hearing is
about. The current world demand, unfortunately, has been down
for our agricultural products. This is directly affecting the liveli-
hood of U.S. producers.

For example, historically the Southeastern region of Missouri,
due to the availability of river transportation to the world market,
has enjoyed at worst, a neutral basis, the difference between cash
price and futures price, and often a positive basis on corn during
August.

This August though, corn producers in Southeastern Missouri
were faced with cash, farmgate prices as much as 50 cents below
future prices. This downturn in world demand is caused by the
Asian economic crisis and the unfair trade barriers on U.S. agricul-
tural products by the EU, based on the fear of biotechnologically-
enhanced crops.

On top of this, our government continues to hold our producers
hostage by using food as a weapon in foreign policy through trade
sanctions. We must as a government, advance the position of U.S.
agricultural products on the world market.

This can be done through lifting of trade sanctions, aggressively
negotiating the removal of EU trade barriers on biotechnologically-
enhanced crops, ensuring the health of the emerging markets of
Asia, and utilizing and strengthening the trade promotion pro-
grams of our government.

The greatest opportunity of the future is the development by ag-
ricultural producers of new and innovative marketing systems for
their products. In August, two House Committee on Small Business
field events were held to examine agricultural, tax, regulatory and
trade issues that are critical to the agricultural community.

At both of these events an underlying theme surfaced from the
witnesses: the need and desire of producers to reach up the agricul-
tural marketing chain and capture some of the profits generated by
processing their raw commodities.

Agricultural producers have an inherent, innovative quality and
I was impressed that even during this time of extremely adverse
pricing and production conditions, producers and farm organization
representatives are energized about looking for inventive, entrepre-
neurial opportunities for the future.

I believe that our American agricultural system depends on these
innovative producers and can be enhanced with the establishment
of producer-owned, value-added enterprises. We need an agricul-
tural system in which producers are the vertical integrators and no
longer totally rely on the existing highly consolidated, agricultural
marketing chain, or on the volatile world market.

With this system producers will be in the position where
farmgate prices effectively have much less meaning as their profit
concern will be the soybean crush margin, the price of ethanol, and
the pork or beef slaughter margin made by their processing plants.



3

This was the overwhelming consensus of farm groups at our field
events. It is one of the reasons we are having this hearing today
and I hope we can gain a further understanding of how we in the
government can nourish the entrepreneurial fire of current and fu-
ture agricultural small business owners without impeding their
success, by ensuring that the American agricultural system re-
mains viable and becomes more profitable. We can re-grow rural
America for generations to come.

I am very much looking forward to the witnesses. I want to of
course, defer to my colleague, Ms. Velazquez, for any comments she
may wish to make.

[Mr. Talent’s statement may be found in the appendix.]

Ms. VELAZQUEZ. Thank you, Mr. Chairman, and good morning.
Thank you for holding this hearing. I know how important this
issue is for rural America. One of the benefits of being in the small
business community is that our members come from such diverse
backgrounds that we can truthfully say that we have experts in
most fields: from regulations to access to capital, to agriculture.

Today, I have the pleasure of yielding to the gentleman from Illi-
nois, Congressman Phelps, who also serves in the Committee of Ag-
riculture and who has been working on this issue.

Mr. PHELPS. I want to thank the gentlelady for yielding and pro-
viding me this unique opportunity as a new member especially, and
I thank the Chairman for holding this hearing and commend him
on his leadership in this area. I greatly appreciate all of you being
here this morning to discuss a topic which is particularly important
to me as a member and not only of the Small Business Committee
but also the Agriculture Committee.

I am pleased to be able to participate in a hearing that ties the
two together so well. In my opinion, they are inseparable. Over the
past few years America has experienced an unprecedented eco-
nomic boom. Unfortunately, this prosperity has not been enjoyed by
everyone. Many of our communities, especially those in agriculture,
are in crisis.

My Congressional district covers 27 counties in Central and
Southern Illinois. Every one of the communities I represent is
deeply impacted when agriculture experiences tough times, and
these are indeed some of the toughest in recent memory.

We are all well aware of what is happening in rural America.
Rural America has not, not only shared in the good economic times
but has possibly suffered more severely because of the crisis in ag-
riculture. Many have regarded rural problems as being temporary
when indeed, they are permanent.

Although it is clear that we must continue providing emergency
relief to help our farmers survive the current crisis, this will not
solve the underlying problems facing agriculture communities. This
Congress should look to the future and support policies that help
farmers help themselves.

One area that deserves our close attention is providing farmers
with tools that will enable them to fully participate in the process
of bringing to market the goods they produce. We all know that
farming is inherently a risky business and enterprise.

Farm production levels can vary significantly from year to year,
primarily because farmers operate at the mercy of nature and fluc-
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tuations in the marketplace. When commodity prices fall, as they
have done in the past year, not only do producers suffer but con-
sumers see no corresponding benefit. Shoppers continue to pay the
high prices set by middlemen while our farmers begin to go out of
business.

An obvious conclusion presents itself. We should help farmers
take control not only of production but also of processing and mar-
keting their own products, of course. An excellent model of exactly
this kind of arrangement already exists: the farmer co-operative.
Today, about 30 percent of farmer’s products are marketed through
co-ops, including some well-known brand names that can be found
in supermarkets throughout the country.

Another way farmers can achieve stability is by finding new mar-
kets for their products and new products for their markets. In-
creasingly, farmers are beginning to look for new ways to process
what they grow, thus creating new, value-added products to be sold
in the new markets.

I look forward to hearing about some of these innovative strate-
gies from our panelists this morning. Today’s hearing will focus on
the barriers that prevent many farmers from forming or joining co-
operatives and how some of these might be removed.

In addition, we will discuss incentives and assistance that can be
provided to spur innovation in processing and marketing. Our
panel this morning includes representatives from producer and
processing groups, members of the academic research community,
and Department of Agriculture officials who will share with us how
they are helping farmers with access to capital, technical assist-
ance, education and research.

When rural America is struggling, an entire way of life is threat-
ened. Our purpose today is to generate a discussion about what we
can do to keep our heartland alive and help it grow and become
even stronger.

I would again like to thank the Chairman for his leadership and
sensitivity to this subject and ranking member for her recognizing
the importance of this issue, and I look forward to hearing the tes-
timony of our distinguished panelists. Thank you, and I yield back.

Chairman TALENT. I thank the gentleman and if our first panel
of witnesses will come forward we will get going with the testi-
mony.

And I am honored today to welcome my long-time friend, Charlie
Kruse, to this hearing of the Small Business Committee. Charlie
has a very impressive bio with a number of achievements. I think
he probably just as soon be introduced as a row crop farmer from
Dexter, Missouri. He is also president of the Missouri Farm Bu-
reau.

Thank you for coming, Charlie, and why don’t you share with us
your thoughts on the opportunities of value-added agriculture.

STATEMENT OF CHARLES KRUSE, PRESIDENT, MISSOURI
FARM BUREAU

Mr. KRUSE. Thank you, Mr. Chairman. I certainly want to com-
mend you for holding this hearing. And to the members of the
Committee, commend you all for taking time to talk about this very
important issue.
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As Chairman Talent said, my name is Charles Kruse. I am a
fourth-generation farmer from Stoddard County, Missouri, in
Southeast Missouri, where my family and I raise corn, soybeans,
wheat and cotton. I serve as President of the Missouri Farm Bu-
reau, our state’s largest general farm organization.

Again, Chairman Talent, I want to commend you and the mem-
bers of the Committee for your continued interest in empowering
agricultural producers to take advantage of the benefits of adding
values to the commodities we produce.

The Missouri Farm Bureau participated in both the field hear-
ings that Chairman Talent mentioned were conducted last month,
and we believe this Committee is determined to address the dif-
ficult issues we are facing. This morning’s hearing is especially
timely as Congress is debating how to assist farmers and ranchers
during the economic crisis we are facing.

Let me assure you, this is indeed a crisis. The devastating com-
bination of low prices and disastrous yield have come together at
a very inopportune time. Corn and soybeans are being harvested
in Missouri as we speak here today, and yields in many cases of
less than 50 percent of average are all too common. And I am sure
that is true in all the other states represented here.

In the short term we must have economic assistance from Con-
gress. Farm Bureau’s top priority is getting economic assistance to
producers in a timely fashion. We simply cannot have a repeat of
1998. Assistance is needed now, not a year from now.

Economists at the Food and Agricultural Policy Research Insti-
tute at the University of Missouri are projecting that farm prices
will improve over the 2001-2002 period. However, until that time
we can expect dismal prices to continue. Our goal is to help farm-
ers hang on and government assistance is crucial.

Yet, government cannot be expected to solve agriculture’s woes
alone. There is no simple solution. We must have a system of poli-
cies and programs that allows our agricultural sector to prosper.
This will require the cooperation of every sector including public,
private, and academia.

The purpose of this hearing, “Helping Agricultural Producers Re-
Grow Rural America”, is especially important. I have heard Chair-
man Talent highlight this issue during meetings in Missouri and
we have heard the message loud and clear from our members.

We recently held a series of six regional meetings around the
state in which we listened to our members’ thoughts on how the
crisis is affecting their family, their farms, and rural communities.
A common theme emerged from the meetings: we must look for
ways to capture a greater share of the consumer food dollar.

Some states are already doing a very good job of this. New gen-
eration co-operatives have been formed to process commodities into
products ranging from pasta to ethanol. These states have made a
commitment. Missouri too, is making a commitment.

Our Missouri General Assembly provided a boost earlier this
year by creating new incentives for producer-owned ventures. This
will indeed give us an important boost as our producers continue
working to establish ethanol and pork producing plants in our
state.
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But there is a void remaining. While interest in these new ven-
tures is growing, little attention has been paid to the availability
of technical assistance. Producers and organizations alike need ac-
cess to information that will convert an idea into an enterprise.

Where do we turn for product research, feasibility and marketing
studies, legal assistance, and information on financing options? The
information is available but it needs to be user-friendly.

Perhaps we should consider creating special teams comprised of
representatives of state and federal agencies and colleges and uni-
versities. These teams could provide timely information on subjects
ranging from financing options and environmental permits to tax
incentives and equipment design. Ideally a “cook-book” could be de-
veloped that interested parties could use to help jump-start the
process.

At the federal level, we have a unique opportunity to assist pro-
ducers. Earlier this year, Farm Bureau supported and Congress ap-
propriated, $145 million to the USDA’s Section 32 Fund. These
funds were appropriated to provide direct cash payments to hog
producers who continue to suffer from extremely low prices.

Unfortunately, Secretary Glickman has announced that only
$100 million will be paid in direct payments. If the remaining
funds are not used for direct payments, we believe they should be
used to fund programs that will encourage producers to add value
to their products.

For example, these funds could be used to provide grants to
groups to assist with start-up costs. We are encouraging USDA to
work with agricultural organizations to develop the parameters of
such a program.

In Missouri we have a group working to construct a new pork
processing plant for independent producers. They could make good
use of grant funds to assist with legal fees and other start-up costs.

Mr. Chairman, in closing let me reiterate that encouraging pro-
ducers to add value to their products is a key to our long-term
prosperity in agriculture. We believe there is a need to: (1) estab-
lish diverse teams or entities to focus on the needs of those consid-
ering value-added ventures; (2) develop a “cook-book” so to speak,
that provides information on pertinent issues and available assist-
ance; and (3) encourage USDA to use the remaining funds appro-
priated under Section 32 to develop programs to assist producers
interested in adding value to their products.

Agriculture remains the anchor of our rural communities and our
nation will continue to reap the benefits of this relationship well
into the future if we can simply “tap into the vein” of value-added
processing.

Thank you very much for this opportunity to testify, Mr. Chair-
man. I will be glad to answer any questions at the appropriate
time.

[Mr. Kruse’s statement may be found in the appendix.]

Chairman TALENT. Thank you, Charlie, and really appreciate
your idea about using some of that money appropriated for the
pork producers to assist in these value-added. Let us hope that Sec-
retary Glickman looks favorably on that.

Next, another good friend, Dale Ludwig. I want to thank Dale for
appearing before the Committee. He is the Executive Director and
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the CEO for the Missouri Soybean Association and the Missouri
Soybean Merchandising Council. He also farms in Cape County in
Southeast Missouri.

And during his tenure as Executive Director, the idea of value-
added has become a major and an important one with the Soybean
Association, and Dale has been a leader in proselytizing it around
the country. Welcome, Dale.

Mr. LupwiG. Thank you very much, Chairman, for this oppor-
tunity to share some ideas and comments. I will try to keep my
comments brief but I would ask that my written testimony be in-
cluded in the official record.

Chairman TALENT. Sure; without objection.

STATEMENT OF DALE LUDWIG, EXECUTIVE DIRECTOR/CEO,
MISSOURI SOYBEAN ASSOCIATION

Mr. LUuDWIG. As you said, I am Dale Ludwig. I serve as Executive
Director of the Missouri Soybean Association, and Merchandizing
Council representing soybean farmers in the state of Missouri. I
also farm. I raise corn, soybeans and we have a livestock operation.

But the soybean farmers in Missouri certainly are—they are one
of the greatest examples I think, of farmers trying to help them-
selves; as one of the groups I represent, the people that actually
pay in check-off dollars to help develop technology.

I am proud of that group or both the groups that I work for, but
especially that, because they are trying to help themselves. And we
have actually been able to develop pieces of technology that farm-
ers own, and I think that will be important when we take a look
at some of the other opportunities that we have here.

I think Mr. Kruse did an outstanding job of kind of explaining
how Missouri and all of agriculture are having some tough times
and so I won’t go into that, but would prefer to talk about, what
are some of the opportunities that we see in agriculture, especially
as it relates to value-added type things.

What we have done in our office is try to take a look at the
things that actually have worked. What things have other compa-
nies done and what sort of commonalties if you will, can we put
together that we believe are going to help some of these groups in
agriculture be successful?

A couple of pretty basic things but, economies of scale is one. If
you look at, you have to have a basic size component that is going
to allow you to have the staying power and spread your fixed costs
over a large number of units. But also, vertical integration seems
to be one that many companies that have been successful, have
gone into as well.

If we look at agriculture and some of the things that we have
tried to do with generating additional volume, short-term it cer-
tainly is an answer to bring prices up somewhat, but if we look at
the long-term opportunities for producers to actually capture more
value out of agriculture, we are going to be able to have to do that
in additional industries and not only count on, because of alter-
native uses we increase the overall value of a unit of that crop.

With that in mind, this whole vertical integration idea is some-
thing that we believe is extremely important. Let me give you a
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couple of examples of some things that are going on in Missouri,
and not necessarily unique to Missouri.

In Northern Missouri we have a group of farmers that have gone
together to look at the possibility of putting in a crushing facility
for soybeans there; where we would produce protein and oil. As a
result of that we allow those producers an additional market. We
create additional demand in that area that pushes the price up.
But maybe more important, and we believe more important, is they
have an opportunity to capture additional value from that enter-
prise.

It is owned by farmers. It actually does the two things that we
have talked about: economies of scale, because we pull all these
people together; and the vertical integration.

Our next step in that vision is a number of other types of indus-
tries or businesses that too, would be potentially producer-owned.
I talked about the technology earlier that was developed as a result
of check-off dollars. It is owned by farmers, they could use it to
generate additional small businesses that farmers would own along
with neighbors perhaps, and even potentially, customers.

And we think that those additional steps, that vertical integra-
tion and additional opportunities to capture value, is what is going
to make agriculture successful in connection with small business in
rural America. Creating additional jobs for people outside of agri-
culture is part of the bigger picture that is going to make agri-
culture stronger long-term.

Short-term, again as Mr. Kruse said, there are some real issues
that need to be addressed. But what we are trying to do is look
longer term into the future and see what opportunities are going
to be there.

But maybe the most important thing, the message that I want
to leave with you today, is farmers are professionals. They have ex-
pertise in producing crops. But when it comes to technology and
understanding technology and how to go into a business and be
able to adjust some of the things that are going to make it success-
ful, they don’t have that expertise.

And maybe even more important is, business structures. We
throw in some legal advice, but especially business structures. How
do we work through a business arrangement as we have producers
moving into areas that we haven’t been in before? This is some of
the expertise that we need to have and this is one of the things
that you can do for us, so we hope that you will do that.

We can do that through grants; giving grants to form some of
these self-help business groups and technology groups. But also the
other part that I feel extremely strongly about is tax credits. And
tax credits will help to put an infusion of cash into some of these
new businesses that are going to help us to compete with larger
producers. And long-term, if we are going to be successful we have
to help them pay down that, and tax credits will allow us to do
that.

I would be happy to answer any questions. Thank you.

[Mr. Ludwig’s statement may be found in the appendix.]

Chairman TALENT. Thank you, Dale, and one of the reasons I
want to have this hearing is, we know something on this Com-
mittee about starting new enterprises and how the government can
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assist in providing technological assistance to do that. So I was
hopeful that we could focus the Committee’s attention on that prob-
lem as it relates to rural America and maybe come up with some
good ideas in cooperation with you.

Our next witness is Bruce Stockman from Minnesota. Bruce, I
was under the understanding that there was going to be a sub-
stitute here for you today so I don’t have your bio here. So I am
going to let you introduce yourself as the Executive Director of the
Minnesota Corn Grower’s Association. It’s good to have you here,
Bruce.

STATEMENT OF BRUCE STOCKMAN, EXECUTIVE DIRECTOR,
MINNESOTA CORN GROWERS ASSOCIATION

Mr. SToCKMAN. Thank you very much. I appreciate very much
being here. Actually, I am a replacement and the reason why I am
a replacement is, I work for farmers who are busy harvesting. And
our President, Gerald Tumbleson, was to be here, and he is absent
for that reason.

Mr. Chairman, I appreciate very much you and the Committee,
the other panel members of this Small Business Committee for
having this hearing today. It is extremely important in our opinion,
that this subject be brought forward. There are many conversations
that are occurring with pretty broad-based knowledge that agri-
culture is not enjoying what the rest of the economy has been.

And obviously, there are a number of reasons why that has taken
place. Our concern is for the farmer. Some things we can control
and some things we can’t, and for those things that we can make
an impact on, that is what we would like to work on.

The reason why I come here to you from Minnesota today, the
Chairman asked on behalf of his staff and others, for someone from
Minnesota to share some of the things that we have been doing.

I have been in Minnesota since 1990 as Executive Director. I
came there from Missouri. I worked for the National Corn Growers
and I originally grew up in Eastern Kansas as a farmer. And what
we are trying to do in Minnesota builds on those experiences in
that we over the past few years, have stimulated the creation of
well over 100 closed co-ops.

You would say, well why do we need help if we have that many
new ventures? What is the problem? The problem is as follows. In
many cases, farmers have joined together, created these new-age
co-ops, these closed co-ops, and in doing so they moved from one
commodity to another.

They moved to ethanol and co-products, they moved to pork or
dairy, or whatever the co-op is that they created. And what they
found out is that there are some things they don’t know about that
new business. They found out that there are some resources that
are difficult to obtain. There is no point central to find and access
state, federal, foundation and other efforts that are all trying to
help.

Twenty percent of our economy, and in our case in Minnesota it
is actually greater than that, but at least 20 percent of our econ-
omy is based on the new dollars that are created by agriculture.
Whether you are in the implement business or you are selling vehi-
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cles or you are the grocery store in town, if the farmers are hurting
in rural America, so is the rural America economy.

And that is the case. I am sure that many of you have visited
with many of those people. All of them are looking for solutions.
One of the things that we found as a problem in creating the 11
farmer-owned ethanol plants and the many co-products that they
produce, with 8,000 farm families invested in those, we have cre-
ated a partnership with state and federal governments as incen-
tives and farmer-owned dollars.

In moving to that new level of production we have created $200
million of additional demand for our corn in the form of ethanol an-
nually, just in Minnesota alone. So what I am saying to you is that
just creating a value-added by itself isn’t enough. It has to have
some extra value, something different. It has to have a niche in the
marketplace. Something other than just be competitive at another
commodity level.

I brought with me an example of something that yet can be. The
diversity of what we have in the state is broad. This is a shirt that
is not being made in that way. This is a fiber that is made from
corn. I will share it if you want to pass it amongst the Committee
members.

Chairman TALENT. Please do. Thank you.

Mr. STOCKMAN. The technology was developed in Minnesota; the
production is occurring in Nebraska. It is made from Nebraska
corn. And it is compostable and degradable. I suppose if it was fla-
vored it would be edible, but it would actually be kind of bland.

Anyway, the purpose of——

Chairman TALENT. I suppose I can grill it or anything.

Mr. SToCKMAN. Yes, you could, if you would like a grilled shirt.
The reason why I brought it as an example is, it is one of those
opportunities that creates a niche. You will find that fabric like
that is blended with cotton or wool or other fabrics and it adds
value to those commodities as well.

Because that currently is being sold in the form of prills. They
make it into like a polymer and it is shipped abroad and it is being
made in Japan as we speak. Wouldn’t each one of you like to have
a production facility owned by the real community and farmers in
your district producing that as a locally-owned product?

That is the kind of thing we are talking about; for medicines to
all kinds of unique technology. The problem that we have is that
we need a point central, a library, a resource center, consultants;
some network. And as Charlie put it, a cook-book. We need a mech-
anism to bring this point central to help facilitate the resources
that are there.

We need the encouragement of producers and for them to be the
self-help they can be. This is a long-term fix; it’s not short-term.
And so the other things that are being worked on for short-term
we also want to encourage.

But this is something to invest in our future. And our whole soci-
ety depends on it because corn and other commodities are not just
food. They are food, fiber and fuel. Thank you.

[Mr. Stockman’s statement may be found in the appendix.]
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Chairman TALENT. I am going to be interested in the question
time in asking in greater detail what you mean by point central.
So please be thinking about it.

Our final witness on this panel is Mr. Jeff Ward. He is the Direc-
tor of Producer Education for the National Pork Producers located
in Des Moines. Jeff has had a lot of experience in the banking in-
dustry. I also understand he is a graduate of the University of Mis-
souri at Columbia, which is a fine university.

Jeff’'s responsibilities at National Pork include issues relating to
the environment, genetic improvement, animal care and value-
added marketing. Jeff, thanks for being here and please share with
us your thoughts about value-added opportunities.

STATEMENT OF JEFF WARD, DIRECTOR, PORK PRODUCER
EDUCATION, NATIONAL PORK PRODUCERS COUNCIL

Mr. WARD. Thank you, Chairman Talent. It is a pleasure to be
here today. As you said, I am Director of Producer Education at the
National Pork Producer Council and due to various economic fac-
tors over these past couple of years I have spent a great deal of
time studying how you put value-added groups together and assist-
ing groups in doing that.

As most of you know, live hog prices in December last year
dropped below ten dollars a hundred-weight for the first time since
’55. When you adjust that for inflation, those were the lowest prices
than even we had in the Depression. So we obviously had a crisis
that needs to be addressed.

The University of Missouri estimates that the producer sector
lost $2.6 billion in equity in 98 and another one billion in equity
drained to the industry in 1999. So as we look at this there is defi-
nitely a need for producers to be able to take advantage of the pork
marketing chain.

And 1998 also saw producers received their smallest percentage
of consumer dollars in history. We had an increased supply of mar-
ket hogs with a reduced slaughter capacity system that created an
economic disaster. This happened however, during a record year for
pork consumption and in some cases, pork retain prices.

As this unfolded it became very evident that the dollars in the
pork chain were at or near the consumer. So my job over the past
couple of years has been, how do we get producers closer to that
consumer?

One example that I will give as we go through this, and I was
really kind of given three questions on the e-mail I got about this
meeting, and the first one was, can producers do this? And I be-
lieve yes, they can.

In 1997 we had Dennis DiPietre at the University of Missouri
and Brian Buhr at Minnesota do a study for us to determine if
there were unmet or underserved pockets of demand. We heard
about niche markets in the previous speakers, and were there mar-
ket niches that producers could slot themselves into that would
allow them to get closer to that customer?

The goal of the study was to determine if there were differen-
tiated pork preferences among ethnic groups and if so, how do pro-
ducers identify and capture those preferences? The results of that
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study are in a book that is way too big to read to you today but
we can get a copy of that to you if you would like to see it.

But the study quite conclusively showed that—well if I can back
up a moment. As we studied this we picked the Hispanic consumer
in the United States to look at and it showed quite conclusively
that there were cut preferences, different carcass breaks that were
not found in the current commodity market.

And that there was also, when we did the economic work, a will-
ingness by those consumers to purchase additional quantities of
pork if it was provided to them in a way that they preferred. The
study did provide a very direct insight into that market. But more
importantly we put this together in an educational format; if there
were other pork chains out there where producers could slot them-
selves into if they were not in an ethnically diverse area.

As a result of that study a group of smaller, independent pork
producers in Utah went together to attempt to access this market.
And if you are familiar with Utah demographics I don’t think you
can call it really an ethnically diverse state by any means.

But they started out with the proverbial seven pigs in the back
of a pickup one Saturday and delivered them to a market. They are
now marketing 44,000 head per year to these ethnic markets in the
Salt Lake Valley. So when I am asked if I think it can be done,
yes it can. It just takes an entrepreneurial spirit to pull this off.

The second issue that I was asked to address was: what are the
barriers to creation of these? And they have already pretty well
been alluded to with the previous speakers. But as I work with pro-
ducer groups the first barrier seems to be a lack of knowledge or
resources when you start talking about market access and market
discovery issues.

There are various resources out there. Some of those are cost
prohibitive without some kind of assistance. We also have some out
there that are very self-serving and not looking out for the pro-
ducers’ best interests. So any assistance, and I will get to that in
a moment, but any cost-share kinds of things would be very bene-
ficial in that area to help provide technical assistance.

We had, as Mr. Kruse mentioned earlier, put together what we
are calling some technical assistance teams to help producers, but
the sheer magnitude of that project is going to prevent us at this
time to get to everybody that certainly needs help.

The second area that we see, and has already been mentioned,
is the lack of access to capital for start-up and operations. As you
look at these, a lot of the conventional sources of capital that pro-
ducers have used in the past are not familiar with these kinds of
ventures; therefore they are requiring high equity input by pro-
ducers to come into these things. They are requiring loan guaran-
tees.

So one of the solutions to this, I guess I would encourage as you
are working through this, that the loan guarantee process be made
much more user-friendly and available to producers to work
through.

Finally I guess, and the third question in this was, what pro-
grams are needed to encourage? And I am going to just kind of
echo what the rest of the group has said. But in addition to the fi-
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nancial and technical assistance, I believe it also needs to be in an
educational format so we don’t continually re-invent the wheel.

You have already seen here, we have Farm Bureau doing some-
thing, we have Corn Growers doing something, we have soybean
people doing something. There are all these factions out here that
doing something and in some cases we are all just re-inventing the
wheel. And so I think it also needs to be an educational process
where duplication of efforts can be reduced.

I think assistance in the area of business planning and mar-
keting plans and feasibility studies are very important. We recently
did some case studies on three producer groups that have success-
fully added into value-added marketing opportunities.

And I guess really to our surprise as we worked through those,
they all had a very well thought-out, well written and a business
plan that they did follow on a day-to-day basis. And they all felt
that that was very key to their success.

Finally I guess, most of you are familiar that in June, National
Pork Producers announced the formation of a national co-op to ex-
plore further processing activities for pork producers. I think that
is one umbrella that some of this could come under because it will
allow other groups to attach to it and avoid that duplication of ef-
fort that I talked about earlier.

Finally, I believe by providing easier and increased access to
loans, grants and loan guarantees for feasibility and start-up and
operations, I believe will allow producers to have an opportunity to
determine their future in the pork industry.

Thank you.

[Mr. Ward’s statement may be found in the appendix.]

Chairman TALENT. Thank you, Mr. Ward, and all the witnesses.
I have a few questions and then I will recognize the Committee
members.

Mr. Ward, you talked first about niche marketing and I under-
stand the relationship between that and value-added in the sense
that you are talking about both require a market-driven kind of
model. In other words, you have to be thinking in terms of not
what you are going to produce but what consumers want, and then
tailor your production to that.

How else does that niche marketing though, relate to value-
added? In other words, you don’t necessarily need for producers to
invest in processing or slaughterhouse to do the niche marketing,
do you?

Mr. WARD. No. In fact, the Utah group that I alluded to, they re-
cently started out doing a custom, total slaughter arrangement
with two small slaughter facilities in Northern Utah.

Now, they do now own their own slaughter facility but I think
a key to that—and they were one of the case studies we did—was
the market dictated their growth into owning a slaughter facility.
They didn’t do the, build it and they will come sort of philosophy.
And T think the model that they put together there was a real key
one in their success.

Chairman TALENT. The mindset is the same, in developing either
value-added or niche marketing?

Mr. WARD. Right.
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Chairman TALENT. You have to think of yourself not as a pro-
ducer so much but as somebody who has got to figure out that mar-
ket and then produce what they want. To think in a broader sense,
as a business person, in other words.

Mr. WARD. Exactly. And what they are doing, they are not nec-
essarily extracting any more value out of that customer; i.e., a pork
chop selling for $2.30 instead of two dollars a pound. But they are
tying up more steps in that process getting to that consumer.

And the other thing, they are close enough to the consumer that
they are able to visit with them on a day-to-day basis and have di-
rect feedback with what those customers want instead of having to
come through these various layers.

And one of the things that you will see there in the paper is, in
this market-driven model that especially exists in the pork indus-
try, there is very little information sharing from the consumer to
the retailer to the packer/processor, down to the producer. And so
the closer you are able to get to that then the better knowledge you
have of that consumer and the quicker and the faster you can sup-
ply that product to them.

Chairman TALENT. Let me address the other question to the
panel as a whole, because I am sure other members of the Com-
mittee felt the same thing when they were listening.

When you all are talking about starting new enterprises whereby
entrepreneurs who are aggressive but need help with technical as-
sistance, making sure they know what they are doing and then
some seed money to start up, I mean, you are talking about things
that the Small Business Committee is very familiar with in a num-
ber of different contexts.

So I would like to ask you all to try and address more specifi-
cally, how you think we can best help get you that kind of technical
assistance that you need. What kind of a program or incentive?
How we can do that in the ag market to help you the best. And
is there a model out there that you particularly like? Maybe in
Minnesota which seems to have gotten further in this area.

Bruce, is there a model for government assisting? For example,
we have a program called SBCD, Small Business Development Cor-
poration. You guys are familiar with this in another context. They
provide assistance to entrepreneurs either with start-up or expan-
sion-type operations.

Would it be good to vest them with some particular portfolio in
this area? Do we need a separate type centers, ag innovation cen-
ters? Give me some ideas on that.

Mr. STOCKMAN. Mr. Chairman.

Chairman TALENT. Yes; anybody on the panel.

Mr. STOCKMAN. I would like to answer that. Exactly what you
have suggested is what I was referring to when I said point cen-
tral. I apologize for not explaining it further. That is in fact, the
problem that we had in Minnesota, and I assume elsewhere. Is that
there is no one place that can pull these resources together or ad-
vise where to find those resources.

Whether it is the Small Business Development Center or an in-
novative center, there needs to be a point central; a focus point
that can locate, be the library, find the consultant or at least rec-
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ommend consultants, suggest both state and federal as well as pri-
vate resources that are available.

There are a number of tools that are available but there is no
coordination of those tools at this point, and that is really what I'm
asking for; is a center or something like that.

Chairman TALENT. Does anybody else want to comment on that?

Mr. LupwiG. Real quickly. I think that what Bruce was talking
about is very much kind of what our vision was of having a center
that, although we talk about agriculture it’s more likely to be some-
one who would have engineering expertise that would be able to
help guide and direct, through general projects and then identify
some of those specialists as a result of specialty needs.

At this point in time I am not sure we can even venture to guess
what some of those needs are going to be long term. So I think it
was very close to what our vision was.

Chairman TALENT. Dale, tell me why you think—I mean, I agree
with you but I'm going to play devil’s advocate for a second here.
Why do you think that soybean producers can compete with ADM
and Cargill in the crushing business?

Mr. LubwiG. Well, you know, that is a great question and it is
one that I have spent a great deal of time giving thought to. And
part of the answer is not even a great one but part of the answer
is that if we don’t figure out how to do that our future isn’t very
bright.

But the reason I believe we can is kind of twofold. And that is
part of the reason that I ended up my testimony saying, here are
a couple of areas that you can help and the tax credit one I think,
is one that is critical. You may have a better idea. You understand
how tax credits work better than I do and you may even have some
other areas how you do that.

But we have to help level the playing field, or in my opinion,
even tilt it towards these producers to put a larger percentage of
cash equity in that facility so that long-term they have some of
that staying power.

The other thing that is very, very important is when you talk
about—I don’t know if niche market is the right word—but in an
area where they have a much better opportunity to survive. And
that means you do a feasibility study, you do a business plan, you
go into areas where you are not going to compete head-to-head with
an ADM.

Quite honestly, I would not look forward to doing that as a pro-
ducer group. So you go to an area where you don’t have to do that.

Chairman TALENT. One more question for Charlie. If we were to
get the Secretary to redirect the $45 million in pork producer’s
amount, how would you recommend that we invest that to have the
greatest impact on value-added?

Mr. KRUSE. As I said in my testimony, Mr. Chairman, we had
hoped that that money was going to be directed to hog farmers for
direct assistance but it appears that is not the case. So given that,
I think market feasibility studies, technical assistance. And I think
the common thread on this panel, everybody on this panel has
talked about the desire on the part of producers to get involved in
these kinds of activities.
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I think there is a real eagerness, if you will, on the part of pro-
ducers today, to really get involved in some kind of value-added
project. And it is not one of these situations where we as farmers
are saying government take our hand and walk us through this.
That is not it at all.

Farmers are willing to share in the risk, share in the investment.
We just need some help in bringing together technical assistance,
expertise, market feasibility studies; sort of a how-to. That is why
I mentioned in my testimony about perhaps having some kind of
a cook-book that we can work through together.

But hopefully we can encourage the Secretary to direct these dol-
lars that way because I know you all in this Committee have been
very active in doing this in other sectors of the economy. I think
agriculture is in a situation now where we really need to do all
that we can to help farmers get involved in adding value.

And Mr. Chairman, as you said in your opening comments, to get
farmers to the point of being directly involved in the vertical inte-
gration that is taking place. I think that is a very good point.

Chairman TALENT. All right, thank you. I will recognize Mr.
Phelps.

Mr. PHELPS. Thank you, Mr. Chairman. Thank you all for your
testimony. It is very beneficial to us. Just real quickly, I think you
all have alluded to technical assistance item and the Chairman
covered that very much thinking that small business centers would
be a viable focal point to possibly work from.

Just for those of you, maybe Mr. Ludwig, it seems like that the
soybean community has been a leader possibly because of the eth-
anol that has been a product that has proven to show you can di-
versify agriculture.

And maybe you have mentioned some of these but from the pri-
ority list, one or two, what would be some of the lessons that you
have learned for trying to form co-ops and getting the job done as
you have in this particular area where soybeans and ethanol has
taken off, that you could give to the ag community who might be
looking to form a co-op? Are there particular barriers to avoid, are
there some prime target things? Steps 1 and 2 that you would rec-
ommend? Because your leadership in the soybean area has been
commendable.

Mr. LupwiG. Well, you know, that is a great question and I ap-
preciate you asking it. What I would like to do is just share some
of our experiences. Actually, in Minnesota they have had much
more experience with actually putting those groups together.

You know, I think that there are a couple of things that we have
tried to do, especially with soybean research. And a couple of those
things are, you hear a lot of people talking these days about envi-
ronmental benefits, you talk about how things that are renewable,
all those things are fantastic.

And we believe that they are but one of the things that we have
learned is that as we take a look at this research and then try to
move it into some sort of business structure that people appreciate
the fact that it is environmentally friendly, that it is renewable,
that it is biodegradable, provided it costs less than the current
product that is in the market.
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So bottom line, you have to deliver either additional value, a bet-
ter product, or you then have to be able to deliver that product to
the current market at a lower price than what you had.

But the second part of your question is, what are some of the pit-
falls? You know, and Bruce actually might be in a better position
because they have more co-ops there in Minnesota than what we
have in Missouri.

Mr. PHELPS. We just need to recognize success stories and build
on that and avoid the problems that you may have faced, because
you have the leadership in this area.

Mr. LupwiG. Right.

Mr. PHELPS. Can you add to that, Mr. Stockman, from a Min-
nesota perspective?

Mr. STOCKMAN. Mr. Phelps, thank you for asking. I will try. In
effect, several of the groups experienced what their predecessor did.
Whether it is how to come together as independent farmers and
function as a Board; how to make policy decisions and stay out of
the management; how to decide and come up with a strategic plan;
where to go for resources; how to find those services that are cur-
rently offered and where do I go to find them.

All of that are the kinds of thing that I have seen almost every
one of these organizations as they come together, repeat in some
way. And so it seems to me that an innovative center or a center
of some sort could provide that how-to, that cook-book, that list,
even serving as advisors in some cases themselves directly, on
whether or not they’ve got their stuff together ready to take the
next step or whether they need to go back and start over.

Some of them have started with their feet running and really
didn’t know where they were going. And so there are all those
kinds of problems to get focused first.

I think another thing that has happened is that in many cases
they really say, I want to diversify and own something further up
the chain but it just moves them to a different level they didn’t an-
ticipate. They need to know what else, where else, how else.

Mr. PHELPS. Thank you very much. Just one last question, Mr.
Chairman. Mr. Ward, in your testimony you alluded to the prob-
lems that led to our disaster in the pork industry. An increased
supply of market hogs combined with a reduced slaughter capacity
created this situation for producers, and also, even though there is
a record high year for pork consumption.

And I guess my question is, why do we not have those indicators
far enough ahead to try to get organized to avoid at least some of
that, if not most of it? Did it come that quickly? I mean, usually
we have warnings even of hurricanes, but it seems like we ought
to have some experience somewhere in the industry saying that the
vertical integration such as the poultry industry experience, this is
coming down the pike. We had better get ready for it.

Mr. WARD. Sure. Very good question and certainly one that we
have had to answer before. And there were obviously, very strong
indicators that we were going to be up in production about ten per-
cent in ’98. The proverbial straw that broke the camel’s back I
guess, was the plant in Detroit that closed last summer.

The system was going to be loaded and prices were going to be
down but not to the level they went. You could see that coming.
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And then when we lost that 12,000 or 14,000 head a day capacity
out of that Detroit plant last summer that was literally the straw
that broke the camel’s back and ultimately caused it to drop where
it did.

We were probably, and I don’t have those numbers in front of
me, but I believe mid-20s to low-30s were what most of the econo-
mists were predicting for that incident.

Mr. PHELPS. So we have two extra-large processing elements that
are critical to the whole process?

Mr. WARD. Exactly, and one of the things as we are looking at
this, and we have announced this national co-op to explore poten-
tially building some plants to address some of that issue, but you
have this and you have producers that are in charge of these situa-
tions through closed co-ops or whatever it is, is one way of some-
what addressing that concentration issue because you are putting
producers back in control of their own destiny and getting them ul-
timately closer to that consumer.

Mr. PHELPS. Thank you. I yield back, Mr. Chairman.

Mr. BARTLETT [presiding]. Thank you very much. Let me at this
time recognize Mr. Thune.

Mr. THUNE. Thank you, Mr. Chairman. I will pass for the mo-
ment and reserve my questions for the second panel.

Mr. BARTLETT. Thank you very much. Let me now recognize Ms.
Christian-Christensen.

Ms. CHRISTIAN-CHRISTENSEN. Thank you, Mr. Chairman, and I
want to take this opportunity to thank our Chairman and ranking
member for calling this important hearing on how we can help ag-
riculture re-growth in America.

I am the ranking member on the Subcommittee on Rural Busi-
ness Enterprise and Agri-Business, and my colleagues and I on
that Subcommittee take a special interest in this subject.

Even based on my own experience in a place that is not very ag-
ricultural, the Virgin Islands, I hear the same issues raised and so
I agree with what I have heard all of the panelists say; that the
farmers are the experts but what they need is assistance with tech-
nology with business expertise, and with looking for those niches
that can make their businesses successful.

We have had good experience with the business and co-operative
services at USDA, and I was wondering, and I direct this question
to Mr. Stockman but anyone else can answer, again on the one-stop
center of expertise, the resource center.

What about the Rural Business and Co-operative Service at
USDA and what services are they providing that meet your needs
and what do you think that they could add to their services? Are
they a good source of that information; those resources?

Mr. STOCKMAN. I apologize for not being able to expound on that.
I guess that is part of the problem, is that the awareness of what
is available is part of this problem. And that is why a center or
something like that would bring those resources to better use.

I appreciate you asking that question. I am answering in this
way so you understand that that is part of the problem. It is not
that they are not functioning and I am not pointing fingers. I am
just saying that there is no way oftentimes to find where those re-
sources are in an effective manner.
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Ms. CHRISTIAN-CHRISTENSEN. And we have been discussing pos-
sibly holding a hearing just with that Department and rural devel-
opment to discuss some of those issues on our Subcommittee. Did
anyone else want to answer that?

I don’t have any other questions for this panel, Mr. Chairman.
Thank you.

Mr. BARTLETT. Thank you very much. To maintain the rotation
to the two sides of the aisle, let me ask a couple of questions now.

You have been talking about two different things: vertical inte-
gration and niche marketing. These are of course, two different
things although they could be combined. Recently as everybody
knows, we have had large disparities between the consistency of
pricing of milk at the farm and pricing in the store.

Our dairymen were getting as much as $18 a—I say as much as;
that is really very low if you had indexed it—getting as much as
$18 per 100 for milk on the farm. And then it has now dropped
down to about $12 per 100. And in the store there was not a ripple.

This obviously begs for vertical integration. What happened to
that six dollars per hundred? The farmers didn’t see it and the con-
sumer didn’t see it. It certainly didn’t drop in the store. So that ob-
viously begs for vertical integration.

We will pause for a moment while the beepers tell us that there
are a series of votes on, which is what those bells mean.

I am particularly interested in your comments about alternative
uses. I was reminded of that this summer when we had a severe
drought in our area. Our pastures dried up on our farm. And I
bought barley for less than $80 a ton.

Hay would have cost me a whole lot more than $80 a ton and
barley is a whole lot easier to haul and handle than hay is, so I
simply bought barley and saved the hay for winter feeding; which
gas for farming, an alternative use of barley as a substitute for

ay.

Two years ago I bought corn for about $80 a ton. Last year it was
about a bit under $100 a ton I guess, and it is going to be what,
closer to $80 a ton this year. If you look at corn at $80 a ton, and
if you look at cord wood for your stove for your fireplace at $100
a cord, there is a whole lot more energy in that ton of corn than
there is in that cord of wood.

And if you are looking at pellet stoves, and corn comes already
pelletized, you are talking about $120 a ton at a minimum for pel-
lets. Corn is a whole lot cheaper than that and I suspect has more
energy than that.

I go to dinners put on by farmers and they don’t offer me milk
as a drink. Well, they do now in our district because I have been
yelling about it. But ordinarily there wasn’t milk there as a drink.

My question is, what sort of energy are we putting in to finding
alternatives uses? I would like to see milk in vending machines. It
is not just a drink. It is a very high quality food. There isn’t any
reason that we can’t make it attractive to those who frequent vend-
ing machines, and milk ought to be there.

And by the way, you can pay almost as much for water as you
can for milk. And you pay a whole lot more for coca-cola than you
do for milk. What sort of energies as an industry are we putting
into looking for alternative uses for our products?



20

I saw the shirt with great interest that you had made from corn
fiber. That is an interesting alternative use. What sort of energies
are we putting in? And is there a concerted effort to find these al-
ternative uses in niche markets?

Mr. LupwiG. At the Missouri Soybean Association, we actually
have a national check-off; that we put nearly a million dollars a
year that go into research for alternative uses.

And part of that includes, I think, some of the most exciting at
this point in time, or even developing soy oils or identifying soil oils
that can be used for industrial purposes, and taking a look at all
the different things that we can potentially do beyond what we
have considered normal or regular, conventional uses for soy oil.

We have done some of the same things with protein but the pro-
tein seems to be a little tougher to identify, at least in conventional
soy beans. But there is no shortage of effort that goes into that,
and certainly, you know, again I think that we need to recognize
farmers for farmers actually taking their dollars and putting dol-
lars into research that has the opportunity to affect or direct their
future.

And there is no question that in our industry it is a great deal
of effort is going into those areas.

Mr. BARTLETT. Mr. Stockman.

Mr. STOCKMAN. I would love to comment on that. It is true with
most of the commodities, and corn in particular, there is well over
3500 different kinds of products currently available to be made
from corn alone.

I went to a general discount store recently with a manager who
I knew, and I asked, would you do a project with us? And the idea
of the project was a contest for their customers, but the idea was,
they had a form to fill out of how many things in that general type
of a store were made utilizing corn in one way or another.

And after they got to about 75 percent of the products in the
store they quit. They said, enough. They literally were putting
these marks on the shelves of everything practically, with the ex-
ception of steel or rubber. And in some cases they can make a rub-
ber type of material. But their rubber was not.

The point is, there is a lot of technology on the shelf ready to pull
off. The missing link is how to match that opportunity of something
with the opportunity in the marketplace. The marrying of the idea
along with the need is the missing link, and that is where these
centers I believe, could help.

Mr. BARTLETT. Thank you very much. As you have heard, several
bells have gone off. We have a series of votes, I gather. This might
be a good time to break for votes and we will return as soon as we
can.

If there is just a single vote it will be in 15 minutes or so. If it
is a series of votes the second vote and a third if there is one, will
not be more than five minutes each. So it shouldn’t be too long
until we return. We will stand in recess until the end of the vote.

[Recess.]

Mr. BARTLETT. Thank you very much. We want to make sure
that there are no members who wish to ask questions of this panel
who have not yet had a chance to return from the vote. So if we
can occupy for a few moments until we see if there are any of those
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who will return, then we will be able to excuse this panel and con-
vene the second panel.

The Chairman promises to return and to be with us in a few
minutes. I hope that is true because I need to leave in a few min-
utes.

Let me return to the subjects that we were discussing before the
break for a vote and that is the opportunities for niche marketing,
for diversification.

It is clear that we need both vertical integration and niche mar-
keting. And my concern is that this is a role in the diversification
which could very well be niche marketing. But is there a role there
for government? Generally, I see government trying to play too
much of a role.

And my concern is that I am not sure that government at either
the state level and particularly the federal level, is stepping up to
the opportunity of providing a structure in which our agricultural
people can look at not only vertical integration but also diversifica-
tion and niche marketing.

And I am wondering if you have some suggestions as to what we
might do; appropriate legislation that would help us to use the rel-
atively few dollars that we have to help farmers to be more produc-
tive in opening up future opportunities for them by looking at other
opportunities for diversification and niche marketing.

Mr. Ludwig.

Mr. LupwiG. Well, again to paraphrase real quickly what Mr.
Stockman said earlier, I think we have done a great job at devel-
oping technology, and maybe the missing links are the technology
expertise and actually then molding that technology into real prod-
ucts. And that is the thing we have to move forward on; is turning
these things into real products, into real businesses.

And T think that one of the things that is going to help that the
most—and I mentioned tax credits before. And I think that is an
excellent way to infuse some capital into some of these things. You
have a commitment on the side of those people who are going to
be involved, and then you incentivize them for doing that.

And that is part of the reason that I keep talking about that side
of the equation. I think in some cases we have more government
than we need, but in this particular case we are taking people that
are truly interested in doing it, because they are willing to put
their dollars into it, and then we incentivize them on the other side
for having done that.

Mr. BARTLETT. Anyone else have a comment?

Mr. STOCKMAN. I guess I would add to that, the shirt that I used
as an example before I will use as an example one more time.
Right now that is being utilized by private industry. Part of the re-
search for the polylactic acid was partnered with organizations
such as ours, and in Missouri and other places.

There have been several different technologies that have come
from that. One, a company specialized in themselves and in devel-
oping it further now are developing markets accordingly. There is
no reason why government couldn’t assist farmers capturing those
opportunities rather than just let those who happen to have the
capital ready to do it.
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So both division and capturing that opportunity, and then also
linking it to the producer and the consumer.

Mr. BARTLETT. Looking at that shirt I was reminded of a mar-
keting opportunity that we are missing. When our dairymen got
into trouble recently I was amazed—now a very small percent of
the people in our district are dairymen—but I was amazed at the
enormous support that dairymen have. And it is because almost ev-
erybody can remember visiting their grandfather’s farm.

And although very few of our people live on farms today they
have a great nostalgia for the family farm. And Americans want to
support the family farm. And if that shirt were in the store and
it cost a little bit more than one made in China but it was adver-
tised as a product of American farmers made from corn, I think
that you would have a lot of people paying the few pennies more
for that shirt as compared to the shirt that is made in Taiwan or
Korea or China.

I think we are missing a marketing opportunity because I think
America is 100 percent behind the family farm and I think that we
need to exploit that in our advertising.

Mr. STOCKMAN. I applaud you. We agree wholeheartedly. And
pulling that together will make a difference.

Mr. LubwiG. I also believe that, you know, people in general
have a good, warm feeling about family farms, but maybe the point
that they don’t understand is that the more people that we can
keep involved in production agriculture and the more competition
there is there, the better there is for consumers long-term as well.

It is something that truly is good for the average person in this
country, average consumer, that oftentimes they probably don’t rec-
ognize. But if we are successful at developing some of these new
businesses and are able to bring new products, in many cases bet-
ter products, products that are indeed, more friendly to the envi-
ronment, there are many benefits there that oftentimes we don’t
think about, and maybe we in one way or another need to do a bet-
ter job at just communicating with them.

Mr. WARD. Yes, I would agree with that. We have a group in
Iowa right now, a producer group that has gone together and are
doing some packaged, pre-cooked, different kinds of products. And
they have been very successful. Now obviously, they do have a dif-
ferentiated product which has given them an advantage, but it is
so-and-so county family farm-something on the label.

And I guess I thought they would succeed because they put their
plan together right but I have been real pleased with the growth
and the way they have been able to market that product and get
it on store shelves and then ultimately having the consumers buy
it. So I would agree with that.

Mr. BARTLETT. Thank you very much. There is another dynamic
in this support for the American farmer that I think that we can
exploit to the advantage of agriculture.

I think that a lot of our people are supporting the family farm
because they recognize that this is a part of our heritage; that
when we have lost that we have lost something. I think they recog-
nize that the young men and women that came off our farms were
kind of a breed apart from what comes out of suburbia and the cit-
ies today. And I think there is a lot of nostalgia, there is a lot of
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concern that we are losing something in America if we lose the
family farm.

So I think that we can exploit the broad support for the family
farmer across America in getting a bigger market for many of these
alternative products—you know, they are used to buying soybean
oil and they are used to buying bread.

But if they are now buying a shirt which is made from corn fiber
and if they are now putting soybean oil in their diesel car, which
I understand is quite doable with a modest modification, I think we
are going to find big support for the American farmer.

I am on the National Security—it used to be the National Secu-
rity Committee; now it is the Armed Services Committee. I have
an additional interest in agriculture in this country and that is
from a national security viewpoint.

You know, I am concerned that we are now importing much of
our manufactured goods. You know, we don’t need to be importing
food and fiber that we can grow on our farms, and if we keep going
the way we are we will be importing more and more of that and
I think ultimately it is a national security concern.

We have held this panel for a few moments to see if there are
additional questions. Ms. Millender-McDonald, do you have ques-
tion?s for this panel before we excuse them and reconvene the next
one’

Ms. MILLENDER-MCDONALD. Well, thank you so much, Mr.
Chairman. I too, am very pleased to have the agriculture industry
to come before us, members of that industry. Those of us who are
in the urban and suburban side of this country tend to look now
at agriculture, or this member does, because I see the importance
of you more so than ever before; certainly as I sit representing the
two ports that make up the largest port system in the nation: the
ports of Los Angeles and Long Beach.

And it is important that we look at the empowering of you to fur-
ther do value-added commodities. And so I perhaps, Mr. Chairman,
there were some questions that I wanted to raise but wanted to
more or less thank the Chairman for bringing this information or
this group to us because of the importance of agriculture.

And those of us who sit in the House who are urban and subur-
ban, need to get more information on this so we thank you for
being here. And don’t think because we are in and out and have
not been here, we are not reading your script, because we have it.

I guess one of my questions is, what agriculture commodities are
best suited for these value-added businesses? That is a question
that may have been asked but I just need to know that. Either one
of you can answer.

Mr. WARD. I think probably all commodities can take advantage
of that and you know, when you think of pigs, when you think of
pork, you think of the products sitting there on the shelf in the gro-
cery store, but currently the highest value per pound pork product
are these dried ears for dog chews. So you know, there are I think
opportunities in every commodity area.

Mr. LubwiG. I think specifically here today there have been, you
know, a couple of the commodities that are represented are some
of the most important in the country if you look at what our largest
commodities are.
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On the crop side it is obviously corn and soybeans and then live-
stock, pork, poultry, beef and dairy. And so those are the ones that
have the critical mass; the number of producers that are going to
be able to supply it at a lot larger scale if we have to if we are out-
rageously successful and can go to that.

But just an example of how we don’t necessarily—we cross a
bunch of different industries as we talk about value-added. One of
the things that we do in Missouri is grow soybeans that go into the
food bean market that go to Japan and they are loaded out in Long
Beach. They go through that port from Long Beach. And so it is
interesting how we actually affect, not just agriculture but rural
development as well as some of the largest industries in the coun-
try.

Ms. MILLENDER-MCDONALD. Absolutely.

Mr. STOCKMAN. Anything made from petroleum can be made
from, if you will, biomass; all these crops, corn included. It seems
to me that the greatest opportunity comes from those with the
most abundance.

If in fact, something was very scarce—gold, something like that—
the abundance is lacking so the creativity and the need for expand-
ing value is not the same as it would be for something that’s very
plentiful. And so those things that are more plentiful and less ex-
pensive really create the greatest opportunity, and our commodities
right now are all in that shape.

Ms. MILLENDER-MCDONALD. How many of these value-added
businesses can we look to in exporting to other countries for our
percentage of exportation to other countries? Or can any of these
value-added businesses be as a future, an exportation type of com-
modity to other countries?

Mr. STOCKMAN. There are several things that are happening
quite frequently and that is, identity preserved in several different
ways. But our desire is not just to capture that. Our desire is to
create the jobs that make something special out of it first before
it is exported, rather than as a commodity or even an identity pre-
served commodity.

We think the opportunity for our economy and our country is
much greater to create those jobs right here first. Because of what
has happened in agriculture, the tradition has been shipping the
raw production because farmers are experts at producing. With the
technology and a whole lot of things, the volume of our commod-
ities has grown quite rapidly.

But that is only part of the story. In fact, by giving it away or
selling it at a basic commodity price you have given away the big-
gest part of the opportunity because the margin in a box of cereal
goes from a few cents to several dollars, and that is where the mar-
gin is.

Ms. MILLENDER-MCDONALD. I couldn’t agree with you more that
we certainly should make ready jobs in this country for purposes
of our economic growth. But clearly, as I talk to other agriculture
folks that come through my district, being that I am representing
the ports, I am interested in international trade in agriculture.

I would like to see that growth market go across the seaways and
the airways as well. And so I will further listen to the other panel-
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ists but do recognize the importance of your industry, even though
I represent the urban and suburban.

Thank you, Mr. Chairman.

Mr. BARTLETT. Thank you very much. I caution people not to
criticize our farmers and our farm programs with a mouthful. I can
remember as a boy that it was a general rule of thumb that 25 per-
cent of your budget went for food. Today that is down to about ten
percent.

A few Americans know that and understand it and really appre-
ciate farmers. It is our challenge to let every American know that
so that they will appreciate farmers even more, because farmers
have freed up a full 15 percent of income for other spending. They
don’t have to spend it on food because the farmers are producing
food so efficiently that the share of the family budget that used to
be 25 percent for food is now down to ten percent.

We are just missing I think, a lot of marketing opportunities to
sell farming. And it is not a tough sell by the way, to sell farmers
and farming to the American public.

Well, I want to thank the——

Ms. MILLENDER-MCDONALD. Mr. Chairman, can I just

Chairman TALENT. Go ahead.

Ms. MILLENDER-MCDONALD. Let me concur with what you are
saying. We don’t see enough of the farmers in other areas of the
country other than in your rural areas. And so when you get out
and start doing your marketing across other districts can we better
appreciate.

Now we all eat your food and we certainly enjoy and appreciate
what you are doing. But to really get to the crux of how this is
done we need to have more interchange. And so I welcome any ag-
riculture member to come to my district, even you, Mr. Chairman,
to talk about that.

Mr. BARTLETT. Thank you very much. Thank you very much. I
want to thank this panel. By the way, you don’t see the farmers
because they are working 16 hours a day; that is why you don’t see
them.

I want to thank this panel very much for their contribution. We
will excuse you and convene the second panel.

[Recess.]

Mr. THUNE [presiding]. We will reconvene. I am pleased to have
the second panel with us today and I would like to start by intro-
ducing Dr. Virgil Flanigan. I thought I might need a rocket sci-
entist to explain some of the opportunities of value-added agri-
culture so the Chairman did invite Dr. Flanigan to enlighten us a
little bit on that.

Early-on his career he was on the design team for both the Sat-
urn delivery vehicle and the Sidewinder missile, so he really is a
real rocket scientist. And over the past years Dr. Flanigan has de-
veloped and headed one of the most successful and visionary crop
utilization and processing research programs in the nation at the
University of Missouri-Rolla, which has focused on new uses for
soybeans.

So Dr. Flanigan, please share with the Committee your vision of
where producer-owned, value-added agriculture can take our agri-
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cultural system, and then we will move on with the panel from
there.

STATEMENT OF VIRGIL FLANIGAN, DIRECTOR, CENTER FOR
ENVIRONMENTAL SCIENCE AND TECHNOLOGY, UNIVERSITY
OF MISSOURI-ROLLA

Dr. FLANIGAN. Thank you, Mr. Chairman. Just a little bit of my
present position. I am the Director of the Center for Environmental
Science and Technology at the University of Missouri-Rolla, but I
have been involved for the last 40 years in looking at agricultural
products and trying to use them as a, typically as an energy prod-
uct.

And we have always had the problem when we do this of trying
to get good economics. We always had a renewable, environmental-
friendly, and biodegradable product but we always had the dif-
ficulty with economics. We always had to pay more money as com-
pared to the alternate fuel.

So that always was something we had difficulty with. But in the
last five years I have started working with products, especially oils
from our commodities, and all of a sudden we begin to see economic
opportunity as well as opportunity based on biodegradable, renew-
able and environmentally-friendly.

And it is amazing the products. You know, just looking in our lit-
tle operations, we are looking at making a product for jet airplanes,
we are looking at making a product for recycling polystyrene which
is a huge problem all over the world, and we are looking at build-
ing houses in Honduras, all using these oils from the commodities.

And I thought what I would do is, I might just go through a cou-
ple of our projects that are of interest, at least to me, and I hope
I can share with you my excitement for these products. We got
started basically, due to an opportunity of moving the Chemical
Weapons School from Alabama to Missouri. And it is Fort Leonard
Wood which is only like 25 miles away from Rolla and they were
haVilI;g trouble with the fog oil they are using as an obscurant
smoke.

We looked at it and we looked at soybean oil and it appeared to
be a perfect replacement for the fog oil, the petroleum-based prod-
uct. We tried that in the Army equipment; it worked beautifully
well. We also analyzed the soybean oil as compared to the fog oil
and we discovered that the soybean oil was really the only oil that
could meet the specifications.

The Army fog oi